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City of Highland Park
12050 Woodward Avenue

Highland Park, Michigan 48203

(313) 252-0050 ext. 240 • (313) 852-7320 facsimile

Administration Emergency Financial Manager, Arthur Blackwell, II

“Return to Excellence”

To the Honorable Mayor, Members of the

City Council and Citizens

City of Highland Park, Michigan:

This letter serves as an introduction to the Audited Financial Statements for the
2006 fiscal year. The purpose of this letter is to highlight the significant
financial problems noted in the financial statements as well as the
accomplishments achieved during the past twelve months.

In June 2001, the State of Michigan (State) appointed an emergency financial
manager to take over operations of the City and create a plan to correct the
significant operating and structural problems that exist in the City. In April
2005, the State determined the emergency financial manager originally
appointed had completed her assessment of the City’s issues and appointed
me as the new emergency financial manager (EFM) to concentrate primarily on
economic development and continue to develop a long-term recovery plan. As
the new EFM, I have agreed to a salary of $1 per year, saving the City $113,999
annually. The results summarized below are for the fiscal year 2006
operations.

General Fund

The General Fund is the primary operating fund of the City. The primary
operating revenues are property taxes, income taxes and state shared revenue.
The operating revenue is used to fund the basic operations of the City such as
police and fire protection services, refuse pickup, code enforcement and
general government functions such as election, tax collections and community
development.
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During the current year, my concentration was on eliminating the General Fund’s
annual operating deficit and cumulative deficit as well as eliminating opinion
qualifications noted in the June 30, 2005 financial statements. The financial
statements for the year ended June 30, 2005 noted the City had not recorded
unpaid pension contributions in accordance with generally accepted accounting
principals (GAAP). The prior EFM elected to record the past few years unpaid
pension contributions as expenditures in the General Fund and revenue in the two
pension systems, contrary to GAAP. The change in the method the contributions
are recorded resulted in a decrease in the cumulative deficit from $15,614,426 to
$10,494,343 at June 30, 2005.

A significant liability for the City since 1994 has been an income tax refund
payable to DaimlerChrysler Corporation. The refund obligation, including interest
totaled $8,664,146 at June 30, 2006. As a result of negotiations with the
corporation and with support of the State of Michigan, DaimlerChrysler agreed to
forgive the entire balance owed by the City.

During the year ended June 30, 2006, the City continued to experience significant
cash flow shortages. The City’s significant annual operating and cash flow deficits
make meeting payroll and operating expenditures a challenge during the last
quarter of each fiscal year. In June, 2005 the City was forced to obtain a tax
anticipation loan totaling $1,250,000 to pay payroll and minimal operating costs
during the last quarter of 2005. The loan was repaid in the current year from
current year tax revenue. The repayment of the 2005 loan in the current year
meant the City would again be short cash during the last quarter of the 2006
fiscal year. The City did obtain a new tax anticipation loan in April 2006 totaling
approximately $1,250,000 to ensure no interruptions in City services.

The accompanying financial statements for the year ended June 30, 2006 shows
the General Fund had a fund deficit and annual operating deficit (excluding the
one-time significant income tax refund payable forgiveness) of $3,679,800 and
$1,853,283, respectively. The operating deficit for the year ended June 30, 2005
totaled $2,787,700. The operating deficit decreased from 2005 to 2006 in the
amount of $934,417 due to savings from the elimination of contractors and
decrease in the cost of rubbish removal coupled with not recording the unpaid
pension contributions. The fund deficit at year-end represents approximately 28%
of annual operating expenditures and 32% of annual operating revenue.

As the EFM, I continue to make eliminating the operating deficit a high priority
and have taken several steps toward that goal in my first full year at the City. I
have many additional projects I have identified and have spelled out to the State
of Michigan in my deficit elimination plan filed in August 2005 to eliminate the
annual operating deficit in the coming years. I continue to work with my
management team of current employees, current contractors and other business
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professionals to review the finances and all other areas within the City and
continue to make improvements.

Component Units

During the current year I was able to obtain the information necessary to include
the Tax Increment Finance Authority (TIFA) in the current year financial
statements. The TIFA’s finances and recording keeping were maintained by a
third party for many years but the records were not forwarded to the City for
review and inclusion in the annual financial statements. During the upcoming
year, all remaining cash will be turned over to the City.

Water and Sewer Fund

General Fund cash flow continues to be crippled by the Water and Sewer Fund’s
inability to repay the outstanding loan balance of approximately $3.4 million at
June 30, 2006. The loan balance is a result of the City of Detroit garnishing the
General Fund’s state shared revenue in a prior year (prior to 2001) to pay
delinquent sewer bills. The City had a significant rate increase in a prior year but
billing and collection continue to be a problem. The system continues to have
zero cash reserves and is strained by infrastructure problems resulting from
failure to perform necessary maintenance over the years prior to the financial
emergency.

As EFM, I ensured the City became current with the billing of all customers and
reviewed all expenditure areas in detail. As a result, the annual operating revenue
in the fund increased by approximately $175,000 while the operating costs
decreased by approximately $759,400. The net income for the fund totaled
$1,084,309 for the year ended June 30, 2006 compared to the net income of
$74,439 for the year ended June 30, 2005. The increase in net income also
resulted in an increase in cash flow of approximately $434,000. The increase in
cash flow was the primary reason the fund was able to repay part of the interfund
loan to the General Fund. I continue to explore items such as having a third party
read meter, bill and collect on behalf of the City, purchasing meters that can be
read remotely, monthly billings and several other items. I continue to explore
opportunities related to the water treatment plant. The plant was built to handle
the water needs of a population of more than 50,000 people. The large plant now
only serves 15,000 people and has excess capacity that could be used by other
communities.
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Pension Plans

The most significant issue facing the City in the 2006/2007 fiscal year is the
funding of the MERS and Employee defined benefit pension plans. In fiscal year
2004, a judgment levy was ordered on the tax rolls to pay the debt service on
bonds issued to partially fund the MERS pension plan. The MERS plan will again
run out of reserves in September 2007. The City has been unable to make
contributions to the Employee defined benefit pension plan for several years. The
employee plan will also run out of reserves in September 2007. The unfunded
pension obligation for the MERS and Employee systems are approximately
$13,000,000 and $9,000,000, respectively. The City is working with the State and
other experts to explore all options to fund the systems. In addition to the MERS
and Employee systems, the City is also under a court order to pay the pension
benefits to retirees in the Police and Fire Defined Benefit Pension Plan. The police
and Fire plan ran out of reserves during the 2003 fiscal year. The unfunded
pension obligation for all plans totals approximately $39,000,000 at June 30,
2006. The annual required contribution from the General Fund for all plans totals
approximately $4,200,000 (38 % of annual operating revenues). The City has
been unable to make the required contributions every year before and during the
appointment of the emergency financial manager.

Post Employment Healthcare Benefits

In addition to the pension benefit obligations noted above, the City is also
obligated under the union contracts of retirees to provide healthcare benefits.
The General Fund pays for most of the monthly benefits for retirees and has no
reserves established at June 30, 2006. The General Employees Defined Benefit
Plan currently pays these benefits from system reserves. The estimated liability
related to post employment healthcare benefits totals $35,000,000.

Conclusion

Since the appointment of an emergency financial manager in June 2001, City’s
annual operating deficit has decreased from approximately $3.9 million in 2001
to $1.9 million in 2006. The reductions have come primarily through reductions
to full time employees and eliminating City programs and services such as closing
the library and recreation centers. The General Fund deficit has decreased from
$11.3 million in 2001to $3.7 million in 2006 primarily as a result of the annual
operating deficits, cost associated with staff reductions (unemployment, sick and
vacation bank payoffs, etc.) offset by the issuance of over $9 million in new debt
and over $9 million in debt forgiveness.
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The City has borrowed all the debt allowed by law. Even if the operating budget
were to be balanced, no resources would be available to pay down past debts and
make required pension payments, capital outlays and improvements necessary for
the City to continue as a going concern. The current recovery plan will continue
to focus on economic development, increasing property tax and income tax
revenues and cutting costs to ensure the City can continue as a going concern.

_________________________________

Arthur Blackwell II, Emergency Financial Manager
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Independent Auditors’ Report

To the Emergency Financial Manager, Honorable Mayor
and Members of the City Council,
City of Highland Park, Michigan:

We have audited the accompanying financial statements of the CITY OF HIGHLAND PARK,
MICHIGAN (the “City”), as of and for the year ended June 30, 2006, as listed in the table of contents.
These financial statements are the responsibility of the City's management. Our responsibility is to
express an opinion on these financial statements based on our audit.

Except as discussed in the following paragraph, we conducted our audit in accordance with auditing
standards generally accepted in the United States of America and the standards applicable to financial
audits contained in Government Auditing Standards, issued by the Comptroller General of the United
States. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe
that our audit provides a reasonable basis for our opinion.

The financial statements of the Tax Increment Finance Authority - Component Unit have not been
audited, and we were not engaged to audit the Tax Increment Finance Authority financial statements
as part of our audit of the City’s financial statements. The Tax Increment Finance Authority’s financial
activities are included in the City’s financial statements as a discretely presented component unit, and
represent 100 percent of the assets, equity, and revenues of the City’s discretely presented component
units.

As further described in Note 1, these financial statements do not purport to present, and do not
present, the financial position, results of operations and proprietary cash flows of the City in
accordance with accounting principles generally accepted in the United States of America. These
financial statements depart from generally accepted accounting principles for a variety of reasons
including the failure to: (a) adopt new financial reporting requirements; (b) provide certain required
disclosures and supplemental information; (c) properly classify certain transactions; and (d) be derived
from complete and accurate accounting records.

In our opinion, except for the effects of such adjustments, if any, as might have been determined to be
necessary had the Tax Increment Finance Authority’s financial statements been audited, and because
of the matters discussed in the preceding paragraph, the financial statements referred to above do not
present fairly, in conformity with accounting principles generally accepted in the United States of
America, the financial position of the City of Highland Park, Michigan as of June 30, 2006, or results of
its operations or the cash flows of its proprietary fund for the year then ended.
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As discussed in Note 4-H to the financial statements, the City has given retroactive effect to a change in
the method of accounting for pension contributions. In addition, the City restated previously recorded
accrued liabilities for sick and vacation payouts in the Water and Sewer Enterprise Fund.

The accompanying financial statements have been prepared assuming that the City will continue as a
going concern. As discussed in Note 4-G to the financial statements, the City has suffered significant
recurring deficits in the General Fund, and Water and Sewer Enterprise Fund, and may have
insufficient resources to pay certain pension benefits and other potential obligations, that raise
substantial doubt about its ability to continue as a going concern. Management’s plans regarding
those matters are also described in Note 4-G. The accompanying financial statements do not include
any adjustments that might result from the outcome of this uncertainty.

In accordance with Government Auditing Standards, we have also issued our report dated December 20,
2006, on our consideration of the City of Highland Park, Michigan’s internal controls over financial
reporting and on our tests of its compliance with certain provisions of laws, regulations, contracts and
grant agreements and other matters. The purpose of that report is to describe the scope of our testing
of internal control over financial reporting and compliance and the results of that testing, and not to
provide an opinion on the internal control over financial reporting or on compliance. That report is an
integral part of an audit performed in accordance with Government Auditing Standards and should be
considered in assessing the results of our audit.

Our audit was conducted for the purpose of forming an opinion on the financial statements taken as a
whole. The combining and individual fund financial statements and schedules listed in the table of
contents are presented for purposes of additional analysis and are not a required part the financial
statements of the City. Such information has been subjected to the auditing procedures applied in our
audit of the financial statements and, in our opinion, as described in the forth and fifth paragraphs of
this report, does not purport to be presented and is not fairly presented in all material respects in
relation to the financial statements taken as a whole.

December 20, 2006.
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CITY OF HIGHLAND PARK, MICHIGAN

COMBINED BALANCE SHEET
ALL FUNDS TYPES AND ACCOUNT GROUPS

AS OF JUNE 30, 2006

Total
Primary

Enterprise - General General Government
Special Debt Water and Trust and Fixed Long-Term (Memorandum) Component

General Revenues Service Sewer Agency Assets Debt Only) Unit
ASSETS AND OTHER DEBITS

ASSETS:
Cash and cash equivalents $ 362,718 $ 2,034,115 $ - $ 434,166 $ 1,551,903 $ - $ - $ 4,382,902 $ 327,524
Cash and cash equivalents – restricted 586,783 - - - - - - 586,783 -
Investments - - 1,384,212 167,412 3,562,936 - - 5,114,560 -
Receivables:

Delinquent property taxes 707,128 - - - - - - 707,128 -
Income taxes 299,888 - - - - - - 299,888 -
Accounts, net - - 3,183,969 - - - 3,183,969 -

Due from other governments 663,117 1,213,631 - - - - 1,876,748 -
Due from primary government - - - - - - - - 379,403
Due from other funds 388,444 207,816 - 264 - - 596,524 -
Advances to other funds 3,384,465 952,872 - - 276,745 - - 4,614,082 -
Deposits and prepaid items 298,031 - - 8,061 80,174 - - 386,266 -
Fixed assets, net - - - 7,042,082 - 10,177,487 - 17,219,569 -
Other long-term receivables - - - - - - - - 3,803,419

OTHER DEBITS:
Amounts available in debt service funds - - - - - - 184,191 184,191 -
Amount to be provided for retirement

of general long-term debt - - - - - - 22,377,934 22,377,934 -
------------------- ------------------- ------------------- ------------------- ------------------- ------------------- ------------------- ------------------- -------------------

TOTAL ASSETS AND OTHER DEBITS $ 6,690,574 $ 4,408,434 $ 1,384,212 $ 10,835,954 $ 5,471,758 $ 10,177,487 $ 22,562,125 $ 61,530,544 $ 4,510,346
=========== =========== =========== =========== =========== =========== =========== =========== ===========

LIABILITES, EQUITY AND OTHER CREDITS

LIABILITIES:
Accounts payable $ 4,706,201 $ 531,290 $ - $ 2,483,895 $ 23,165 $ - $ - $ 7,744,551 $ -
Accrued liabilities 727,879 - - 19,908 - - - 747,787 -
Accrued compensated absences 1,450,000 - - 157,493 - - 832,918 2,440,411 -
Due to other governments - - - - 561,975 - - 561,975 -
Due to component unit 368,142 - - - 11,261 - - 379,403 -
Due to other funds - 233,473 - - 363,051 - - 596,524 -
Advances from other funds 1,229,617 - - 3,384,465 - - - 4,614,082 -
Deferred revenue 254,035 1,058,505 - - - - 1,312,540 -
Deposits payable - - - - 467,425 - - 467,425 -
Short-term tax anticipation notes payable 1,234,500 - - - - - - 1,234,500 -
Income tax refunds payable 400,000 - - - - - - 400,000 -
Long-term debt - - - 5,229,898 - - 21,729,207 26,959,105 -

------------------- ------------------- ------------------- ------------------- ------------------ ------------------- ------------------- ------------------- -------------------
Total liabilities 10,370,374 1,823,268 - 11,275,659 1,426,877 - 22,562,125 47,458,303 -

------------------- ------------------- ------------------- ------------------- ------------------ ------------------- ------------------- ------------------- -------------------
EQUITY AND OTHER CREDITS:

Investment in general fixed assets - - - - - 10,177,487 - 10,177,487 -
Equity (Accumulated deficit) - - - (439,705) - - - (439,705) 4,510,346
Fund balances (deficits):

Reserved for employees’ retirement - - - - 4,044,881 - - 4,044,881 -
Reserved for advances 3,384,465 952,872 - - - - - 4,337,337 -
Reserved for repair and maintenance - - 1,200,021 - - - - 1,200,021 -
Unreserved, undesignated (7,064,265) 1,632,294 184,191 - - - - (5,247,780) -

------------------- ------------------- ------------------- ------------------- ------------------ ------------------- ------------------- ------------------- -------------------
Total equity and other credits (3,679,800) 2,585,166 1,384,212 (439,705) 4,044,881 10,177,487 - 14,072,241 4,510,346

TOTAL LIABILITES, EQUITY AND OTHER CREDITS $ 6,690,574 $ 4,408,434 $ 1,384,212 $ 10,835,954 $ 5,471,758 $ 10,177,487 $ 22,562,125 $ 61,530,544 $ 4,510,346
=========== =========== =========== =========== =========== =========== =========== =========== ===========

The accompanying notes are an integral part of this financial statement.
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CITY OF HIGHLAND PARK, MICHIGAN

COMBINED STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES
ALL GOVERNMENT TYPES

FOR THE YEAR ENDED JUNE 30, 2006

Totals

Primary

Governmental Fund Types Government

Special Debt (Memorandum Component

General Revenue Service Only) Unit

REVENUES:

Property taxes $ 4,151,838 $ - $ - $ 4,151,838 $ 55,142

Income taxes 2,305,747 - - 2,305,747 -

Licenses and permits 30,956 - - 30,956 -

Intergovernmental 3,924,022 1,768,135 - 5,692,157 -

Charges for services 435 - - 435 -

Fines and forfeitures 711,898 - - 711,898 -

Rental income - - 1,070,690 1,070,690 -

Interest and investment earnings 60,812 66,964 70,158 197,934 11,102

Other – Note 3-D 8,839,232 1,449 - 8,840,681 -

------------------ ------------------ ------------------ ------------------ ------------------

Total revenues 20,024,940 1,836,548 1,140,848 23,002,336 66,244

------------------ ------------------ ------------------ ------------------ ------------------

EXPENDITURES:

Current -

General government 2,837,178 - 4,823 2,842,001 -

Public safety 4,914,426 490,875 - 5,405,301 -

Public works 701,691 825,037 - 1,526,728 -

Health and welfare - 273,734 - 273,734 -

Other departments 1,354,599 - - 1,354,599 -

Employee benefits 2,433,954 - - 2,433,954 -

Component Unit -

Tax Increment Finance Authority - - - - 126,782

Debt Service -

Principal 280,000 - 395,000 675,000 -

Interest and fiscal changes 669,850 - 733,731 1,403,581 -

Debt issuance costs 22,379 - - 22,379 -

------------------ ------------------ ------------------ ------------------ ------------------

Total expenditures 13,214,077 1,589,646 1,133,554 15,937,277 126,782

------------------ ------------------ ------------------ ------------------ ------------------

Revenues over (under) expenditures 6,810,863 246,902 7,294 7,065,059 (60,538)

------------------ ------------------ ------------------ ------------------ ------------------

OTHER FINANCING SOURCES (USES):

Sale of property proceeds 24,482 - - 24,482 -

Transfers in - 211,450 - 211,450 -

Transfers out (20,802) (190,648) - (211,450) -

------------------ ------------------ ------------------ ------------------ ------------------

Total other financing sources (uses) 3,680 20,802 - 24,482 -

Revenues and other sources over

expenditures and other (uses) 6,814,543 267,704 7,294 7,089,541 (60,538)

------------------ ------------------ ------------------ ------------------ ------------------

FUND BALANCES (DEFICITS),

Beginning of year – RESTATED – Note 4-H (10,494,343) 2,317,462 1,376,918 (6,799,963) 4,570,884

------------------ ------------------ ------------------ ------------------ ------------------

FUND BALANCES (DEFICITS),

End of year $ (3,679,800) $ 2,585,166 $ 1,384,212 $ 289,578 $ 4,510,346

=========== =========== =========== =========== ===========

The accompanying notes are an integral part of this statement.
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CITY OF HIGHLAND PARK, MICHIGAN

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES
BUDGET AND ACTUAL – GENERAL FUND

FOR THE YEAR ENDED JUNE 30, 2006

Governmental Fund

Variance -
favorable

Budget Actual (unfavorable)

REVENUES:
Property taxes $ 4,404,200 $ 4,151,838 $ (252,362)
Income taxes 2,380,000 2,305,747 (74,253)
Licenses and permits 25,000 30,956 5,956
Intergovernmental 3,922,562 3,924,022 1,460
Charges for services 10,000 435 (9,565)
Fines and forfeitures 867,000 711,898 (155,102)
Interest and investment earnings 50,000 60,812 10,812
Other 255,000 8,839,232 8,584,232

------------------ ------------------ ------------------
Total revenues 11,913,762 20,024,940 8,111,178

------------------ ------------------ ------------------
EXPENDITURES:

Current -
General government 2,756,672 2,837,178 (80,506)
Public safety 4,888,006 4,914,426 (26,420)
Public works 667,300 701,691 (34,391)
Other departments 1,231,236 1,354,599 (123,363)
Employee benefits 3,462,538 2,433,954 1,028,584

Debt Service -
Principal 280,000 280,000 -
Interest and fiscal changes 670,010 669,850 160
Debt issuance costs 40,000 22,379 17,621

------------------ ------------------ ------------------
Total expenditures 13,995,762 13,214,077 781,685

------------------ ------------------ ------------------
Revenues over (under) expenditures (2,082,000) 6,810,863 8,892,863

------------------ ------------------ ------------------
OTHER FINANCING SOURCES (USES):

Sale of property proceeds 2,100,000 24,482 (2,075,518)
Transfers in - - -
Transfers out (18,000) (20,802) (2,802)

------------------ ------------------ ------------------
Total other financing sources (uses) 2,082,000 3,680 (2,078,320)

Revenues and other sources over
expenditures and other (uses) - 6,814,543 6,814,543

------------------ ------------------ ------------------
FUND BALANCES (DEFICITS), Beginning of year –

RESTATED – Note 4-H (10,494,343) (10,494,343) -
------------------ ------------------ ------------------

FUND BALANCES (DEFICITS), End of year $ (10,494,343) $ (3,679,800) $ 6,814,543
=========== =========== ===========

The accompanying notes are an integral part of this statement.
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CITY OF HIGHLAND PARK, MICHIGAN

STATEMENT OF REVENUES, EXPENSES AND CHANGES IN ACCUMULATED DEFICIT
ENTERPRISE FUND – WATER AND SEWER

FOR THE YEAR ENDED JUNE 30, 2006

OPERATING REVENUES:
Charges for service $ 5,543,572
Penalties 310,880
Other revenue 66,639

------------------

Total operating revenues 5,921,091
------------------

OPERATING EXPENSES:
Sewage and disposal 3,255,275
Water production and distribution 955,983
Water administration 365,821
Repairs and maintenance -
Bad debt expense (recovery) (82,992)
Depreciation 238,080

------------------

Total operating expenses 4,732,167
------------------

Operating income 1,188,924
------------------

NON-OPERATING REVENUES (EXPENSES):
Interest and investment earnings 28,070
Interest expense (132,685)

------------------

Total non-operating expense (104,615)
------------------

Net income 1,084,309

ACCUMULATED DEFICIT, Beginning of year – RESTATED
– Note 4-H (1,524,014)

------------------

ACCUMULATED DEFICIT, End of year $ (439,705)
===========

The accompanying notes are an integral part of this statement.
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CITY OF HIGHLAND PARK, MICHIGAN

STATEMENT OF CASH FLOWS
ENTERPRISE FUND – WATER AND SEWER

FOR THE YEAR ENDED JUNE 30, 2006

CASH FLOWS FROM OPERATING ACTIVITIES:
Operating income $ 1,188,924
Adjustments to reconcile operating income to net cash provided by operating activities-

Depreciation 238,080
Prior Period Adjustment / Accounting Change – Note 4-H 192,507
Changes in operating assets and liabilities-

Accounts receivable 380,549
Deposits and prepaid items (3,820)
Accounts payable (962,125)
Accrued liabilities (188,237)
Advances from other funds (424,446)

-------------------
Net cash provided by operating activities 421,432

-------------------
CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES:

Bond principal payments (155,000)
Interest paid (132,685)

-------------------
Net cash used in capital and related

financing activities (287,685)
-------------------

CASH FLOWS FROM INVESTING ACTIVITIES:
(Purchases) sales of investments, net (21,180)
Earnings on investments 28,070

-------------------
Net cash provided by investing activities 6,890

-------------------
NET INCREASE IN CASH AND CASH EQUIVALENTS 140,637

CASH AND CASH EQUIVALENTS, Beginning of year 293,529
-------------------

CASH AND CASH EQUIVALENTS, End of year $ 434,166
===========

The accompanying notes are an integral part of this statement.
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CITY OF HIGHLAND PARK, MICHIGAN

COMBINED STATEMENT OF CHANGES IN PLAN NET ASSETS
AVAILABLE FOR RETIREMENT BENEFITS

FOR THE YEAR ENDED JUNE 30, 2006

ADDITIONS:
Investment income -

Interest and dividends $ 161,157
Net appreciation in fair

value of investments 298,502
Less investment expense (500)

------------------
Total investment income 459,159

------------------

Contributions -
Employer 1,783,293
Employees 1,617

------------------
Total contributions 1,784,910

------------------

Total additions 2,244,069
------------------

DEDUCTIONS:
Pension benefits 2,718,038
Health care benefits, net 817,582
Administrative expenses 547

------------------

Total deductions 3,536,167
------------------

NET DECREASE (1,292,098)

NET ASSETS HELD IN TRUST FOR BENEFITS:
Beginning of year – RESTATED – Note 4-H 5,336,979

------------------

End of year $ 4,044,881
===========

The accompanying notes are an integral part of this statement.
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CITY OF HIGHLAND PARK, MICHIGAN

NOTES TO FINANCIAL STATEMENTS

(1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting and financial reporting, taken as a whole, of the City of Highland Park, Michigan (the
“City” or the “government”) do not conform to accounting principles generally accepted in the United
States of America as applicable to governmental units because:

1. The City has not adopted the financial reporting requirements of Governmental Accounting
Standards Board (GASB) Statement No. 34, Basic Financial Statements – and Management’s
Discussion and Analysis – for States and Local Governments, nor Interpretation No. 6,
Recognition and Measurement of Certain Liabilities and Expenditures in Governmental Fund
Financial Statements, which were first effective for the City for the fiscal year ended June 30,
2003. Instead, management has elected to present the financial statements in accordance with
the financial reporting model in effect prior to GASB Statement No. 34. This decision was
based primarily on monetary priorities established by the State-appointed Emergency Financial
Manager (EFM), who was placed in charge of the City due to its severe financial problems.
Further information regarding the City’s financial condition is provided in other notes.

2. An actuarial valuation in the Employees’ Retirement System defined benefit pension plan has
not been performed since 1999; a valuation was completed for the Police and Fire Retirement
System in 2003. As a result, the City is unable to determine the net pension obligations of
those plans or to provide the required financial statement disclosures, including the
presentation of three-year trend information.

3. The general fixed assets account group does not include all assets acquired prior to June 30,
1999, nor does the City have adequate or complete accounting records, or a physical inventory,
to support the general fixed assets reported. Also, the City does not have adequate or
complete accounting records to support the fixed assets reported in the enterprise fund or
physical inventory records to substantiate their existence or value.

4. The City does not have adequate or complete accounting records to support the estimated
liabilities for certain contingencies of the City, including claims against the City and accrued
compensated absences payable to former employees.

1-A. Reporting Entity

The City is a municipal corporation that under normal circumstances is governed under a mayor/council
form of government. However, as a result of the City’s significant financial problems, the Governor
appointed an Emergency Financial Manager (EFM) in June 2001 to run the City. In April 2005, a
new EFM was appointed for at least an additional two-year period.

These financial statements present the government and its blended competent unity, and its single
discretely presented component unit. Component units are entities for with the government is
consider to be financially accountable. Blended component units, although legally separate entities,
are, in substance, part of the government’s operations and so data from these units are combined
with data of the primary government. Discretely presented component units, on the other hand, are
reported in separate columns in the combined financial statements, to emphasis they are legally
separate from the City. The City’s component units have June 30 year-ends.

-9-



CITY OF HIGHLAND PARK, MICHIGAN

NOTES TO FINANCIAL STATEMENTS
(Continued)

-10-

Blended Component Unit. The Building Authority is governed, under normal circumstances, by a board
appointed by the City Council; however, it too is currently governed by the State-appointed
Emergency Financial Manager. The Building Authority’s sole function is to oversee the financing and
acquisition/construction of the City’s public buildings; therefore, it is reported as if it were part of the
primary government.

Discretely Presented Component Unit. The Tax Increment Finance Authority (TIFA) is responsible for
certain revitalization projects and activities in the City. The members of the TIFA’s governing board
are appointed by the government. A summary of the TIFA’s unaudited financial information has
been included in these financial statements.

1-B. Measurement Focus, Basis of Accounting and Basis of Presentation

The accounts of the government are organized and operated on the basis of funds and account groups.
A fund is an independent fiscal and accounting entity with a self-balancing set of accounts. Fund
accounting segregates funds according to their intended purpose and is used to aid management in
demonstrating compliance with finance-related legal and contractual provisions. Account groups are
a reporting device to account for certain assets and liabilities of the governmental fund not recorded
directly in those funds.

The government has the following fund types and account groups:

Governmental funds are used to account for the government’s general activities. Governmental fund
types use the flow of current financial resources measurement focus and the modified accrual basis
of accounting. Under the modified accrual basis of accounting revenues are recognized when
susceptible to accrual (i.e., when they are “measurable and available”). “Measurable” means the
amount of the transaction can be determined and “available” means collectible within the current
period or soon enough thereafter to pay liabilities of the current period. The government considers
all revenues available if they are collected within 60 days after year-end. Expenditures are recorded
when the related fund liability is incurred, except for non-matured interest on general long-term debt,
which is recognized when due, and certain compensated absences and claims and judgments, which
are recognized when the obligations are expected to be liquidated with expendable available financial
resources.

Property taxes, franchise taxes, licenses, interest and special assessments are susceptible to accrual.
Other receipts and taxes become measurable and available when cash is received by the
government and are recognized as revenue at that time.

Entitlement and shared revenues are recorded at the time of receipt or earlier if the “susceptible to
accrual” criteria are met. Expenditures-driven grants, if any, are recognized as revenue when the
qualifying expenditures have been incurred and all other grant requirements have been met.

Governmental funds include the following fund types:

The general fund is the government’s primary operating fund. It accounts for all financial resources of
the general government, except those required to be accounted for in another fund.

The special revenue funds account for revenue sources that are legally restricted to expenditure for
specific purposes.
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The debt service fund accounts for the servicing of general long-term debt not being financed by
proprietary funds.

Proprietary funds are accounted for on the flow of economic resource measurement focus and use
the accrual basis of accounting. Under this method, revenues are recorded when earned and
expenses are recorded at the time liabilities are incurred. The government applies all applicable
FASB pronouncements issued prior to November 30, 1989, in accounting and reporting for its
proprietary operations.

The City has one proprietary fund. The enterprise fund accounts for those operations that are financed
and operated in a manner similar to private business or where management has decided that the
determination of revenues earned, costs incurred and/or net income is necessary for management
accountability.

Fiduciary funds account for assets held by the government in a trustee capacity or as an agent on
behalf of others. Trust funds account for assets held by the government under the terms of a formal
trust agreement.

The pension trust funds are accounted for in essentially the same manner as the proprietary funds,
using the same measurement focus and basis of accounting. The pension trust funds account for
the assets of the government’s single-employer defined benefit pension plans.

The agency funds are custodial in nature and do not present results of operations or have a
measurement focus. Agency funds are accounted for using the modified accrual basis of
accounting. These funds are used to account for assets that the government holds for others in an
agency capacity.

Account Groups. The general fixed assets account group is used to account for fixed assets not
accounted for in proprietary or trust funds. The general long-term debt account group is used to
account for general long-term debt and certain other liabilities that are not specific liabilities of
proprietary or trust funds.

1-C. Assets, Liabilities and Equity

Deposits and Investments

The City’s cash and cash equivalents are considered to be cash on hand, demand deposits and short-
term investments with original maturities of three-months or less from the date of acquisition.

State statutes authorize the City to deposit in the accounts of federally insured banks, credit unions, and
savings and loan associations, and to invest in obligations of the U.S. Treasury, certain commercial
paper, repurchase agreements, bankers acceptances, and mutual funds composed of otherwise
legal investments.

Pension trust funds are authorized under the State’s Pension Investment Act, as amended, to invest in
common stocks, real estate, and various other investment instruments, subject to certain limitations.

Investments are stated at fair market value.
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Receivables and Payables

Transactions between funds that are representative of lending/borrowing arrangements outstanding at
the end of the fiscal year are referred to as either “interfund receivables/payables” (i.e., the current
portion and interfund loans) or “advances to/from other funds” (i.e., the non-current portion of
interfund loans). All other outstanding balances between funds are reported as “due to/from other
funds or component units.”

Advances between funds are offset by a fund balance reserve account in applicable governmental
funds to indicate they are not available for appropriation and are not expendable available financial
resources. Substantial portions of the outstanding interfund borrowings occurred prior to the
appointment of the EFM, were not authorized under Sate law, and may result in fines and /or
penalties to the City.

Fixed Assets

Fixed assets used in governmental fund types of the government are recorded in the General Fixed
Assets Account Group at cost. Donated fixed assets are recorded at their estimated fair value at the
date of donation. Assets in the general fixed assets account group are not depreciated.

Public domain (infrastructure) general fixed assets (e.g., roads, bridges, sidewalks and other assets
that are immovable and of value only to the government) are not capitalized.

The cost of normal maintenance and repairs that do not add to the value of the asset or materially
extend assets’ lives are not included in the general fixed assets account group or capitalized in the
proprietary funds.

Property, plant and equipment are depreciated in the proprietary fund using the straight-line method
over the following estimated useful lives:

Assets Years

Buildings, plants and mains 75
Building improvements 25-50
Machinery and equipment 15

Compensated Absences

It is the government’s policy to permit eligible employees to accumulate earned but unused vacation and
sick pay benefits. Vacation and sick pay is accrued when incurred in proprietary funds and reported
as a fund liability. Vacation pay that is expected to be liquidated with expendable available financial
resources is reported as an expenditure and a fund liability of the governmental fund that will pay it.
Amounts not expected to be liquidated with expendable available financial resources are reported in
the general long-term debt account group. No expenditure is reported for these amounts.
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Long-Term Obligations

The government reports long-term debt of governmental funds at face value in the general long-term
debt account group. Certain other governmental fund obligations not expected to be financed with
current available financial resources are also reported in the general long-term debt account group.
Long-term debt and other obligations financed by proprietary funds are reported as liabilities in those
funds as appropriate.

Fund Equity

Reservations of fund balance represent amounts that are not appropriable or are legally segregated for
a specific purpose. Reservations of retained earnings, if any, are limited to outside third-party
restrictions. Designations of fund balance, if any, represent tentative management plans that are
subject to change.

Amounts reserved for advances to other funds may be subject to write-off or adjustment based on
management’s assessment of the likelihood of the payment and the impact of the write-offs.

Memorandum Only - - Total Columns

Total columns on the financial statements are captioned as “memorandum only” because they do not
represent consolidated financial information and are presented only to facilitate financial analysis.
The columns do not present information that reflects financial position, results of operations or cash
flows in accordance with generally accepted accounting principles. Interfund elimination have not
been made in the aggregation of this data.

(2) STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

2-A. Budgetary Information

An annual budget is adopted on the modified accrual basis consistent with generally accepted
accounting principles for the general fund. Budgets were not adopted for the special revenue funds.
All annual appropriations lapse at fiscal year-end. Currently, the budgets are adopted by the directive
of the EFM.

The appropriated budget is prepared by fund, function and department. The legal level of budgetary
control is the department level. Certain supplemental budgetary appropriations were made during
the year, which were not considered material. The government does not utilize encumbrance
accounting.
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2-B. Excess of Expenditures Over Appropriations

For the fiscal year ended June 30, 2006, expenditures exceeded appropriations as follows:

Budget Actual Variance
General Fund

General government $ 2,756,672 $ 2,837,178 $ (80,506)
Public safety 4,888,006 4,914,426 (26,420)
Public works 667,300 701,691 (34,391)
Other departments 1,231,236 1,354,599 (123,363)
Transfers out 18,000 20,802 (2,802)

As noted above, the City did not adopt budgets for its special revenues funds as required under State
statutes.

2-C. Deficit Fund Equity

At June 30, 2006, the General Fund had an unreserved deficit fund balance of $7,064,265; the total fund
balance deficit was $3,679,800. Also at June 30, 2006, the Water and Sewer enterprise fund had a
total retained deficit of $439,705; after considering the fund’s investment in fixed assets net of related
debt of $1,812,184, its working capital deficit was $2,251,889.

(3) DETAILED NOTES ON ALL FUNDS AND ACCOUNT GROUPS

3-A. Deposits and Investments

A reconciliation of cash, cash equivalents and investments as shown in the Combined Balance Sheet
follows:

Cash and cash equivalents $ 4,382,902
Cash and cash equivalents – restricted 586,783
Investments 5,114,560

-------------------

$ 10,084,245
===========

Bank deposits $ 4,378,222
Investments in securities and mutual funds 5,701,343
Cash on hand 4,680

-------------------
$ 10,084,245
===========
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Custodial Credit Risk – Deposits. For deposits, custodial credit risk is the risk, that in the event of a
bank failure, the City’s deposits may be returned to the government. At year-end, $4,489,763 of the
City total bank balance of $4,389,763 (total book balance was $4,382,902) was exposed to custodial
credit risk as it was uninsured and uncollateralized.

The City’s investment policy does not specifically address this risk, although the City believes that due to
the large amounts of cash held on deposits and the limits of FDIC insurance, it is impractical to
insure all of its bank deposits. As result, the City evaluates each financial institution with which it
deposits City funds and assesses the level of risk of each institution; only those institutions with an
acceptable estimated risk level are used as depositories.

Custodial Credit Risk – Investments. Following is a summary of the City’s Investments as of
June 30, 2006:

Money market accounts $ 71,225
U.S. treasuries 1,313,566
Government external investment pool 167,412
Domestic equities (pension) 2,697,861
Domestic equity mutual fund (pension) 259,868
Cash value of life insurance (pension) 604,628

-------------------
Total $ 5,114,560

===========

For investments, custodial credit risk is the risk that, in the event of the failure of the counterparty, the
City will not be able to recover the value of its investments of collateral securities that are in the
possession of an outside party. As of June 30, 2006, none of the City’s investments, excluding the
government external investment pool and money market accounts, which are not subject to custodial
credit risk were exposed to risk since the securities are held in the City’s name by the counterparty.
The City has no policy regarding custodial credit risk of the investments.

Credit risk. The City’s investments in U.S. treasuries, money market accounts and external investment
pool are not rated. The City has no policies regarding credit risk.

Concentration of Credit Risk. At June 30, 2006, the investment portfolio was concentrated (i.e., five
percent or more of the portfolio in the securities of single issue or issuer) in the cash value of life
insurance (which is policy on the life of a City resident that has a current death benefit of
approximately $1,441,000). The City has no policies regarding the concentration of credit risk.

Interest Rate Risk. As of June 30, 2006, all of the City’s investments in U.S. treasuries, as well as its
investments in money market accounts and external investment pool, had maturities of less than
one-year. The City has no policies regarding interest rate risk.
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3-B. Fixed Assets

Following is a summary of changes in general fixed assets:

Balance at Balance at
June 30, June 30,

2005 Additions Reductions 2006

Land $ 582,270 $ - $ - $ 582,270
Buildings 8,966,225 - - 8,966,225
Vehicles 391,754 - - 391,754
Equipment 237,238 - - 237,238

---------------- ---------------- ---------------- ----------------

Totals $ 10,177,487 $ - $ - $ 10,177,487
========== ========== ========== ==========

A summary of enterprise fund fixed assets at June 30, 2006, is as follows:

Land, buildings, plants and mains $ 9,912,523
Machinery and equipment 1,514,504

----------------
11,427,027

Less: Accumulated depreciation (4,384,945)
----------------

Total $ 7,042,082
==========

3-C. Short-Term Debt

As of June 30, 2006, the City’s held outstanding short-term tax anticipation notes in the amount of
$1,234,500. These notes mature on December 31, 2006 and carry interest at 7.78 percent.

3-D. Tax Refund Payables

As of June 30, 2006, the City’s financial statements reflect $400,000 in income tax refund payables.
This balance is an estimate of amounts owed by the City to individuals and businesses for
overpayment of taxes. The balance is significantly lower then the balance reflected in prior years,
due primarily to a significant forgiveness of a tax refund payable to a single business. The amount
forgiven was approximately $8.7 million, and is reflected as other revenues in the General Fund. If
not for this transaction, the City would have reflected a General Fund annual operating deficit for the
fiscal year ended June 30, 2006 of approximately $1.9 million.
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3-E. Long-Term Debt

The following is a summary of the City’s debt outstanding as of June 30, 2006:

Principal Outstanding
General

Number Interest Maturing Enterprise Long-Term
of Issues Rate Through Fund Debt

Building Authority
bonds 1 7.75% 2018 $ - $ 9,170,000

Pension bonds 1 2.15-6.875% 2034 - 5,925,000
Fiscal stabilization

bonds
2 2.0-6.0%

2023 - 4,985,000
State emergency

loan
1 variable 2022 - 1,000,000

Revenue bonds 1 2.5% 2029 5,229,898 -
Lease obligations 1 - 2009 - 177,415
Compensated

absences 1 - -
-

832,918
Lawsuits and claims - - - - 471,792

------------------ ------------------

$ 5,229,898 $ 22,562,125

========== ==========

Annual debt service requirements to maturity for general long-term debt, including interest of
$14,398,954 are as follows:

Building Pension/Fiscal State
Authority Stabilization Emergency Lease

Bonds Bonds Loan Obligations Total

2007 $ 1,127,538 $ 895,424 $ - $ 67,530 $ 2,090,492
2008 1,130,019 900,939 - 67,530 2,098,488
2009 1,127,594 895,608 - 67,530 2,090,732
2010 1,128,750 894,289 - 67,530 2,090,569
2011 1,131,219 896,846 - - 2,028,065
2012-16 5,644,656 4,527,171 300,000 - 10,471,827
2017-21 3,387,507 4,457,434 500,000 - 8,344,941
2022-26 - 2,724,610 200,000 - 2,924,610
2027-31 - 2,197,945 - - 2,197,945
2032-35 - 1,318,700 - - 1,318,700

------------------ ------------------ ------------------ ------------------ ------------------

14,677,283 19,708,966 1,000,000 270,120 35,656,369

Interest (5,507,283) (8,798,966) - (92,705) (14,398,954)

------------------ ------------------ ------------------ ------------------ ------------------

$ 9,170,000 $10,910,000 $ 1,000,000 $ 177,415 $21,257,415

========== ========== ========== ========== ==========
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Annual debt service requirements to maturity for enterprise fund revenue bonds, including interest of
$1,738,667, are as follows:

2007 $ 288,747
2008 289,685
2009 290,497
2010 291,185
2011 291,747
2012-16 1,453,050
2017-21 1,454,925
2022-26 1,449,425
2027-30 1,159,304

------------------

6,968,565

Interest 1,738,667

------------------

$ 5,229,898

==========

The following is a summary of changes in general long-term debt for the fiscal year ended
June 30, 2006:

Balance at Balance at
June 30, June 30,

2005 Increases Deductions 2006

General long-term debt
Building Authority Bonds $ 9,565,000 $ - $ (395,000) $ 9,170,000
Pension bonds 6,000,000 - (75,000) 5,925,000
Fiscal stabilization bonds 5,190,000 - (205,000) 4,985,000
State emergency loan 1,000,000 - - 1,000,000
Lease obligations 229,049 - (51,634) 177,415
Compensated absences 832,918 - - 832,918
Lawsuits and claims 648,453 94,235 (270,896) 471,792

---------------- ----------------- ----------------- -----------------

$23,465,420 $ 94,235 $ (997,530) $22,562,125
========== ========== ========== ==========

Enterprise fund
Revenue bonds $ 5,384,898 $ - $ (155,000) $ 5,229,898

========== ========== ========== ==========

Further information regarding the lawsuits and claims are presented in Note 4-F. Payments on lawsuits
and claims are reported as legal costs under general government expenditures in the general fund.
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(4) OTHER INFORMATION

4-A. Property Taxes

The government’s property taxes are levied each July 1 on the taxable valuation of property located in
the City as of the preceding December 31, the lien date. Property taxes are payable without penalty
and interest through August 31; as of March 1 of the succeeding year, unpaid real property taxes are
sold to and collected by Wayne County. Assessed values, as established annually by the
government and subject to acceptance by the County, are equalized by the State at an estimated
50% of current market value. Real and personal property in the City for the 2005 levy were assessed
and equalized at $173,707,365 (not including properties subject to Industrial Facilities Tax
exemption). The City’s general operating tax rate of fiscal 2005-06 was 19.9880 mills with an
additional 9.600 and 2.9982 mills levied for judgments and refuse collection, respectively.

Property taxes for the TIFA are derived from a tax increment financing agreement between the TIFA
and other taxing districts. Under this arrangement, the TIFA receives those property taxes levied on
the increment of current taxable valuations (determined as of the preceding December 31, the lien
date) over base year assessed valuations on certain property located in the City, which are within the
TIFA district. Property taxes are recognized in the fiscal year in which they are levied.

4-B. Risk Management

The City is exposed to various risks of loss related to property damage, torts, errors and omissions, and
employee injuries, as well as for medical benefits provided to employees. Following is a summary of
the City’s risk management programs:

General Liability. Prior to fiscal 2002-03, the City was self-insured for claims relating to general and
auto liability, auto physical damage, and property loss claims. Beginning in fiscal 2002-03, the
City purchased certain coverage through commercial carriers. No reserves have been
established by the City to fund any self-insured claims. The majority of any such claims are
funded through judgment levies placed on the tax roll.

Workers’ Compensation. The City is self-insured for workers’ compensation claims. The liability
for these claims is paid currently by the City; no reserves have been established.

Medical Claims. The City had several commercial health insurance carriers through January 2001.
Several of those carriers cancelled their health care coverage policies at that time, leaving certain
employees without health care insurance. All employees were transferred to a new insurance
carrier by May 2001. An unknown liability exists for claims incurred by uninsured employees from
January 2001 to May 2001.

Life and Dental Insurance. The City’s life and dental insurance coverage for eligible employees
was cancelled in January 2001; the City is now self-insured for these benefits. An unknown
liability exists for claims incurred by uninsured employees from January 2001 through June 2002.
No reserves have been established by the City to fund these potential liabilities and no liabilities
have been recorded as of June 30, 2006.
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4-C. Post-Employment Benefits

The City provides post-employment life and health insurance coverage pursuant to union contracts,
paying various percentages for these benefits depending on the particular contract. The City is self-
insured for post-employment life insurance coverage. Certain retirees have co-pay obligations for
these benefits, as provided by contract. During the fiscal year ended June 30, 2006, the net cost for
post-employment benefits was $1,303,852.

4-D. Defined Contribution Pension Plans

The City has a defined contribution pension plan for all non-public safety employees. Under such plan,
benefits depend solely on amounts contributed to the plan along with investment earnings thereon.
As established by the City, the employer contributes an amount equal to nine percent of employees’
earnings and employees contribute six percent. For the year ended June 30, 2006, the City’s
contribution was $56,349.

The district court is contributing to an unrelated defined contribution pension plan that was originally
established, but then discontinued by the City. Under this plan, 6.5 percent was contributed on
behalf of the employer; employee contributions are voluntary. For the fiscal year June 30, 2006, the
employer’s contribution was $13,825.

In addition to the above, the City has funds on deposit with an earlier defined contribution plan vendor,
but has not been able to reconcile the account or have it moved to another vendor/trustee. Until
recently, the sole trustee of this plan was a named individual who was the City’s former finance
director. The City is actively pursuing this matter to determine the plan assets are intact and verify
the employee accounts.

4-E. Defined Benefit Pension Plans

The City has three benefit pension plans, which are summarized as follows:

General Employees’ Pension Plan. The City of Highland Park Employees’ Retirement System (ERS)
is a single-employer defined benefit pension plan covering non-public safety employees of the City.
As of November 1986, the City closed the ERS to all employees hired after that date. Vested
members of the ERS as of that date were given the option of freezing their accrued defined benefit,
payable at their normal retirement date, or joining the defined contribution plan. Members electing to
join the defined contribution plan were refunded their ERS contributions and allowed roll them into
that plan.

The ERS financial statements are prepared using the accrual basis of accounting. Member
contributions, if any, are recognized in the period in which they are due. The City’s contributions are
recognized when due and the employer has made a formal commitment to provide them. Benefits
and refunds are recognized when due and payable in accordance with the terms of the plan.

The City of Highland Park is the administrator of the plan. Administrative costs of the plan are financed
through investment earnings or paid by the City . The plan is included as pension trust fund in the
City’s financial statements; a stand-alone financial report of the plan has not been issued. Plan
amendments are under the authority of the City of Highland Park ordinances.
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The prior Pension Board made certain plan investments that violated Public Act 314. Given State
statutory requirements, the EFM has undertaken a plan to achieve compliance with respect to this
investment that is financially prudent, although it may take several years to resolve.

An actuarial valuation of the plan has not been performed since June 30, 1999. The City actual cash
contributions during the fiscal year was $1,409. The City has not determined or estimated its net
pension obligation as required under generally accepted accounting principles.

Police and Fire Retirement System. The City of Highland Park Policemen and Firemen Retirement
System (PFRS) is a single-employer defined benefit pension plan covering public safety officers
employed of the City. This plan was closed as of November 1985 to new hires; active members at
that time were terminated and enrolled und the MERS plan, which is described below.

The PFRS financial statements are prepared using the accrual basis of accounting. Member
contributions, if any, are recognized in the period in which they are due. The City’s contributions are
recognized when due and the employer has made a formal commitment to provide them. Benefits
and refunds are recognized when due and payable in accordance with the terms of the plan.

The City of Highland Park is the administrator of the plan. Administrative costs of the plan are financed
through investment earnings or paid by the City. The plan is included as a pension trust fund in the
City’s financial statements; a stand-alone financial report of the plan has not been issued. Plan
amendments are under the authority of the City of Highland Park ordinances.

The City recorded made cash contributions during the fiscal year of $1,781,884. These cash payments
were made possible through general operations of the City. The City has not determined or
estimated its net pension obligation as required under generally accepted accounting principles.

During fiscal 2003-04, certain plan retirees filed suit against the City to increase benefits pursuant to an
agreement from 1996. After lengthy court proceedings, bonus payments originally ordered by the
court were reversed and benefit payments were returned to the authorized base levels.
Subsequently, the Highland Park Policeman and Firemen Retirement Association and one retiree, as
putative class representative, filed an appeal against the City and the Board of Trustees and the City
filed a cross-appeal. The Court of Appeals dismissed the appeal (and, therefore, the cross appeal)
and informed appellants that they could file a motion for leave to appeal the denial of plaintiffs’ motion
to intervene only. Plaintiffs disregarded the Court’s instruction and filed a Motion for
Reconsideration, which was granted in part, allowing the appeal to continue on behalf of the one
retiree only, but not as class action. The Case continues, as a settlement conference is scheduled
for January, 2007, and which time the judge will set a date for trial to be begin, if necessary.

An actuarial valuation of the plan as of December 31, 2002, was completed and issued during 2003.
The actuarial assumptions included in a rate of return on the investment of present and future assets
of 7.5%. During the year, the City had an actuary complete a summary valuation of the present value
of the future benefits unfunded liability or the Actuarial Accrued Liability (AAL) of the Plan as of June
30, 2005, which approximated $8.9 million. The actuarial assumptions included in a rate of return on
the investment of present and future assets of 8.0%
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Schedule of Funding Progress
(dollar amounts in thousands)

(b)
Actuarial
Accrued (b-a)

Actuarial (a) Liability Unfunded Funded
Valuation Accrued (AAL) AAL Ratio

Date Assets Entry Age (UAAL) Total

12/31/2002 $ 321 $ 11,454 $ 11,133 2.8%

12/31/1999 3,452 15,845 12,393 21.8%

12/31/1995 4,970 16,432 11,462 30.2%

Michigan Municipal Employees Retirement System (MERS). The City also participates in MERS, an
agent multiple-employer plan administered by the MERS Retirement Board, which establishes and
amends the benefit provisions of the plan participants. MERS issues a publicly available financial
report that includes financial statements and required supplementary information. That report may
be obtained by writing to MERS at 447 N. Canal Road, Lansing, Michigan 48917, or by calling (800)
767-6377.

The City is required to contribute at an actuarially determined rate; covered employees, which are
limited to public safety officers, are also required to contribute. The employer contribution
requirements are established and may be amended by the MERS Retirement Board. The
contribution requirements of plan members are established and may be amended by the City, subject
to collective bargaining agreements and depending on the MERS contribution program adopted by
the City.

The City made no (i.e., zero) payments to MERS for employer contributions for the fiscal year ended
June 30, 2006.

The latest actuarial valuation dated December 31, 2005 uses the entry age actuarial cost method. The
actuarial assumptions included: (a) a rate of return on the investment of present and future assets of
8.0%; (b) projected salary increase of 4.5% per year compounded annually, attributable to inflation;
and (c) additional projected salary increase of 0.0% to 4.2% per year, depending on age, attributable
to seniority/merit. The actuarial value of MERS assets was determined on the basis of a valuation
method that assumes the fund earns the expected rate of return, and includes an adjustment to
reflect fair value. The City’s unfunded actuarial accrued liability is being amortized as a level
percentage of projected payrolls on an open basis. The remaining amortization period at December
31, 2005 was 30 years.
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Schedule of Funding Progress
(dollar amounts in thousands)

(b)
Actuarial

(a) Accrued (b-a) ((b-a)/c)
Actuarial Actuarial Liability Unfunded Funded (c) UAAL as a
Valuation Value of (AAL) AAL Ratio Covered Percentage of

Date Assets Entry Age (UAAL) Total Payroll Covered Payroll

12/31/2002 $ 3,951 $ 21,682 $ 17,731 18% $ 1,337 1326%

12/31/2003 8,542 23,091 14,549 37% 1,441 1010%

12/31/2004 7,644 23,544 15,901 32% 1,297 1226%

12/31/2005 6,295 23,686 17,391 27% 1,103 1576%

4-F. Contingencies

Lawsuits. The City is a defendant in various lawsuits and asserted claims. A provision in the amount
of $471,792 has been recorded in the General Long-term Debt Account Group for the estimated
obligation for certain of these lawsuits and asserted claims. Management and legal counsel believe
the City’s ultimate exposure with respect to these actions in not determinable. No provision has been
made in the accompanying financial statements for additional potential liabilities, if any, that may
arise from the suits and asserted claims, or any unasserted claims that relate to current or prior
activities of the City.

Income Tax Refunds. The City has recorded a liability in the General Fund totaling approximately
$400,000 of income tax refund claims filed by various taxpayers. Fiscal years 2000 through 2004
refund claims were refinanced with funds obtained through fiscal stabilization bonds and other
general fund resources.

Public Act 51 Noncompliance. In July 2000, the State of Michigan began withholding Public Act 51
shared revenues for the City due to noncompliance with the Act. This came about when the City
failed to repay an authorized lending of Act 51 funds from the Major and Local Street Special
Revenue Funds to the General Fund for tornado damage repairs with the understanding that these
loans would be repaid when Federal disaster reimbursements were received. Despite its agreement
to repay the monies, the prior elected administration used the Federal reimbursements for other
purposes and did not repay the Act 51 loan. Beginning July 2002, the State of Michigan Government
began releasing current shared revenues to the City, but not the previously withheld funds due to Act
noncompliance.

By agreement during fiscal year 2004-05, the State of Michigan assessed a penalty of $1,084,176 and
applied it against the Act 51 funds being withheld. This step reduced the receivable and related
deferred revenue recorded in the accompanying financial statements for the Major and Local Street
Funds to $948,953. The agreement allows that if Act 51 is amended to forgive this forfeiture within
three years of the date of the agreement and forfeited amount will be returned to the City.
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The agreement also approved $508,004 of prior expenditures for clean-up activities, reducing the
amount of the loans to be repaid by the General Fund from $1,300,956 to $792,952. It also
established a repayment plan that requires monthly payments of at least $1,000 from non-Act 51
funds until the balance is repaid in full. As of June 30, 2006, the outstanding loan balance was
$748,441, which is reported as advances receivable in the Major and Local Streets Funds and
advances payable in the General Fund.

Police and Fire Defined Benefit Pension Plan. During fiscal year 2003-04, it was discovered that six
retirees receiving pension benefits for the City’s Police and Fire Retirement Systems (the “System”)
also were receiving benefits from the City’s MERS plan in violation of the Municipal Employees
Retirement Act of 2984, restated verbatim as Section as Section 6(2) of the MERS Plan Document,
effective October 1, 1996. Section 6(2) clearly prohibits a municipal employee, who is a member of
MERS, from being a member of another municipal retirement or pension plan. Based on the
discovery and suspecting fraudulent acts by the six retirees and others, the EFM suspended benefit
payments from the System to the retirees in question, reported the alleged fraud to the Michigan
Department of Treasury, and filed suit in Wayne County Circuit Court, requesting a declaratory
judgment that payments from the System should be terminated.

The defendants claim that a settlement agreement from a prior lawsuit permitted their actions, have filed
a counterclaim. The settlement agreement relied upon by the defendants violates the Michigan
Public Employment Relations Act, which imposes a duty of collective bargaining on public employers
and unions with respect to those matters that constitute mandatory subjects of bargaining, such as
pensions. The exclusive bargaining agent for prior lawsuit’s plaintiffs, the Police Officers Labor
Council, did not authorize the filing of the prior suit, the settlement agreement or the receipt of double
benefits.

The defendants’ initial counterclaim contained a defamation count against the EFM and Interim Finance
Director in their individual and official capacities. The defendants were granted leave to file an
amended counterclaim that no longer sued the EFM and Interim Finance Director in their official
capacities, but only as individuals. The defendants filed a separate suit in the Court of Claims
alleging defamation against the EFM and Interim Finance Director in their official capacities, and
against the Emergency Loan Board. Summary disposition was granted on behalf of each and the
Court of Claims case was dismissed.

In addition to and beyond the legal matters discussed above, the Police and Fire defined benefit pension
plan may not have sufficient reserves to pay future pension benefits much beyond the next fiscal
year. The City also does not have sufficient resources to fund current and past due required
contributions.

Compensated Absences. One of the City’s more contentious issues involved employee claims for
earned, but unused sick and vacation time. Between January 2002 and December 2003, the City
received over 100 claims from employees and former employees through the Michigan Wage and
Hour Bureau seeking payment for related reported time worked. The claims were disputed on the
basis that they were overstated, unsupported and, in certain instances, noncompliant with applicable
labor agreements. The greatest obstacle in defending these cases has been the complete lack of
recordkeeping regarding these benefits.



CITY OF HIGHLAND PARK, MICHIGAN

NOTES TO FINANCIAL STATEMENTS
(Continued)

-25-

Going forward, wage and hour liabilities have been largely resolved by collective bargaining agreements
that limit banked time and/or specify methods of payout of forfeiture, which are manageable by the
City. While employees still have banked time, the days of unsupported allegations of huge accrued
amounts subject to immediate payout are likely a thing of the past.

4-G. Going Concern / Management’s Plans

The City prepared a formal deficit reduction plan and submitted it to the State of Michigan Department of
Treasury (“the State”) in August 2005; the State approved the City’s plan in October 2005. The plan
included many items and called for the General Fund operating deficit to be eliminated by June 30,
2009. The following items were accomplished:

 Reduction/elimination of numerous contractual venders saving several hundred thousand
dollars annually.

 Negotiated the forgiveness of the income tax refund due Chrysler Corporation totaling
$8,664,146.

 Reviewed the rubbish contract and discovered the City was being overcharged due to the
use of estimated not actual households. The annual savings totaled approximately
$150,000.

The items noted above and the prior period adjustments noted in note 4H resulted in a decrease in the
cumulative General Fund deficit from $15,614,426 at June 30, 2005 to $3,679,799. The annual
operating deficit also decreased from approximately $2,787,000 for the year ended June 30, 2005 to
approximately $1,951,000 at June 30, 2006.

The deficit elimination plan filed in August 2005 also called for the following revenue
enhancement/expenditure reductions:

 New red light enforcement equipment and ordinance enforcement efforts to generate
additional court revenues.

 New income tax director implementing new collection procedures to generate additional
income tax revenue.

 Creation of a special assessment district for street lighting.
 Cost reductions in the public safety department and in healthcare insurance.
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4-H. Prior Period Adjustments / Accounting Change

During the fiscal year ended June 30, 2006, the City adopted a new method for accounting for unpaid
pension contributions from prior years that have not been paid. In addition, the Water and Sewer
Enterprise Fund eliminated a previously recorded accrued liability for sick and vacation payouts that
were paid in a pervious year. The effects of the prior period adjustments and accounting change are
as follows:

General Police

Employees’ and Fire Enterprise -

Retirement Retirement Water and

General System System Sewer

Fund Balance/Retained Earnings
June 30, 2005 $(15,614,426) $ 5,968,187 $ 3,861,467 $ (1,716,521)

Elimination of sick and vacation liability - - - 192,507

Elimination of unpaid pension
contributions – MERS 627,408 - - -

Elimination of unpaid pension
contributions 4,492,675 (924,802) (3,567,873) -

------------------- ------------------- ------------------- -------------------

Fund Balance/Retained Earnings
June 30, 2005, as RESTATED $(10,494,343) $ 5,043,385 $ 293,594 $ (1,524,014)

=========== =========== =========== ===========

4-I. Subsequent Event

In September 2006, the City received an emergency loan totaling $1,000,000 from the State of Michigan
Department of Treasury. The loan was used to pay two payrolls in October 2006, fund income tax
refund checks and pay various vendors with outstanding invoices over one year old.

* * * * *
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CITY OF HIGHLAND PARK, MICHIGAN

SCHEDULE OF EXPENDITURES AND TRANSFERS OUT
BUDGET AND ACTUAL – GENERAL FUND

FOR THE YEAR ENDED JUNE 30, 2006

Variance -
favorable

Budget Actual (unfavorable)

GENERAL GOVERNMENT:
City Council $65,000 $64,913 $87
Administration 171,400 219,263 (47,863)
District Court 597,319 585,976 11,343
Finance 307,700 316,281 (8,581)
Audit 35,000 24,685 10,315
Citizens complaints 2,278 2,277 1
Data processing 67,700 57,694 10,006
Income tax 86,200 81,371 4,829
City assessor 76,000 73,697 2,303
Legal 282,000 421,886 (139,886)
Judgments 352,000 298,675 53,325
City clerk 117,525 118,075 (550)
Human resources 68,500 71,434 (2,934)
Treasurer 134,150 109,329 24,821
Facilities 393,900 391,622 2,278

------------------ ------------------ ------------------
Total general government 2,756,672 2,837,178 (80,506)

------------------ ------------------ ------------------

PUBLIC SAFETY:
Public safety 4,888,006 4,914,426 (26,420)

------------------ ------------------ ------------------
Total public safety 4,888,006 4,914,426 (26,420)

------------------ ------------------ ------------------

PUBLIC WORKS:
Public service administration 220,300 253,363 (33,063)
Rubbish collection 447,000 448,328 (1,328)

------------------ ------------------ ------------------
Total public works 667,300 701,691 (34,391)

------------------ ------------------ ------------------

OTHER DEPARTMENTS:
Inspection / Engineering 31,000 34,691 (3,691)
Code enforcement 33,236 34,699 (1,463)
Utilities 1,015,000 1,116,834 (101,834)
Parks and recreation 125,000 113,460 11,540
Community development 27,000 54,915 (27,915)

------------------ ------------------ ------------------
Total other departments 1,231,236 1,354,599 (123,363)

------------------ ------------------ ------------------
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SCHEDULE OF EXPENDITURES AND TRANSFERS OUT
BUDGET AND ACTUAL – GENERAL FUND

(CONTINUED)

FOR THE YEAR ENDED JUNE 30, 2006

Variance -
favorable

Budget Actual (unfavorable)

EMPLOYEE BENEFITS AND OTHER:
Pension contributions 2,703,000 1,798,459 904,541
Workers compensation 297,983 242,035 55,948
Employee benefits 450,000 391,349 58,651
Other charges 11,555 2,111 9,444

------------------ ------------------ ------------------
Total employee benefits and other 3,462,538 2,433,954 1,028,584

------------------ ------------------ ------------------

DEBT SERVICE:
Principal and Interest 950,010 949,850 160
Debt issuance costs 40,000 22,379 17,621

------------------ ------------------ ------------------
Total debt service 990,010 972,229 17,781

------------------ ------------------ ------------------

TRANSFERS OUT 18,000 20,802 (2,802)
------------------ ------------------ ------------------

TOTAL EXPENDITURES AND TRANSFERS OUT $14,013,762 $13,234,879 $778,883
========== ========== ==========
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CITY OF HIGHLAND PARK, MICHIGAN

COMBINING BALANCE SHEET

SPECIAL REVENUE FUNDS

AS OF JUNE 30, 2006

Local Law Community CDBG

Major Local Enforcement Drug Community Federal Development Program
Streets Streets Block Grant Demolition Forfeiture Projects Account Block Grant Income Total

ASSETS

ASSETS:
Cash and cash equivalents $1,379,319 $547,447 $36,642 $1,048 $19,238 $ - $ - $3,558 $46,863 $2,034,115
Due from other governments 863,292 247,542 55,761 - - - - 47,036 - 1,213,631
Due from other funds - 207,816 - - - - - - - 207,816
Advances to other funds 143,563 604,878 4,217 63,835 - 34,114 69,102 - 33,163 952,872

------------------ ------------------ ------------------ ------------------ ------------------ ------------------ ------------------ ------------------ ------------------ ------------------

TOTAL ASSETS $2,386,174 $1,607,683 $96,620 $64,883 $19,238 $34,114 $69,102 $50,594 $80,026 $4,408,434
=========== =========== =========== =========== =========== =========== =========== =========== =========== ===========

LIABILITES AND FUND BALANCES

CURRENT LIABILITIES:
Accounts payable $438,009 $1,250 $67,094 $ - $ - $ - $ - $24,937 $ - $531,290
Due to other funds 207,816 - - - - - - 25,657 - 233,473
Deferred revenue 737,373 211,580 29,526 - - - - - 80,026 1,058,505

------------------ ------------------ ------------------ ------------------ ------------------ ------------------ ------------------ ------------------ ------------------ ------------------
Total liabilities 1,383,198 212,830 96,620 - - - - 50,594 80,026 1,823,268

------------------ ------------------ ------------------ ------------------ ------------------ ------------------ ------------------ ------------------ ------------------ ------------------
FUND BALANCES:

Reserved for advances 143,563 604,878 4,217 63,835 - 34,114 69,102 - 33,163 952,872
Unreserved, undesignated (deficit) 859,413 789,975 (4,217) 1,048 19,238 - - - (33,163) 1,632,294

------------------ ------------------ ------------------ ------------------ ------------------ ------------------ ------------------ ------------------ ------------------ ------------------
Total fund balances 1,002,976 1,394,853 - 64,883 19,238 34,114 69,102 - - 2,585,166

------------------ ------------------ ------------------ ------------------ ------------------ ------------------ ------------------ ------------------ ------------------ ------------------

TOTAL LIABILITES AND FUND BALANCES $2,386,174 $1,607,683 $96,620 $64,883 $19,238 $34,114 $69,102 $50,594 $80,026 $4,408,434
=========== =========== =========== =========== =========== =========== =========== =========== =========== ===========
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CITY OF HIGHLAND PARK, MICHIGAN

COMBINING STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES

SPECIAL REVENUE FUNDS

FOR THE YEAR ENDED JUNE 30, 2006

Local Law Community CDBG

Major Local Enforcement Drug Community Federal Development Program
Streets Streets Block Grant Demolition Forfeiture Projects Account Block Grant Income Total

REVENUES:
Intergovernmental $807,281 $217,793 $469,950 $ - $ - $ - $ - $126,221 $146,890 $1,768,135

Interest and investment earnings 45,268 20,166 123 41 743 - - - 623 66,964

Other - - - 1,449 - - - - - 1,449
------------------- ------------------- ------------------- ------------------- ------------------- ------------------- ------------------- ------------------- ------------------- -------------------

Total revenues 852,549 237,959 470,073 1,490 743 - - 126,221 147,513 1,836,548
------------------- ------------------- ------------------- ------------------- ------------------- ------------------- ------------------- ------------------- ------------------- -------------------

EXPENDITURES:
Current -

Public safety - - 490,875 - - - - - - 490,875

Public works 726,714 98,323 - - - - - - - 825,037

Health and welfare - - - - - - - 126,221 147,513 273,734
------------------- ------------------- ------------------- ------------------- ------------------- ------------------- ------------------- ------------------- ------------------- -------------------

Total expenditures 726,714 98,323 490,875 - - - - 126,221 147,513 1,589,646
------------------- ------------------- ------------------- ------------------- ------------------- ------------------- ------------------- ------------------- ------------------- -------------------

Revenues over (under) expenditures 125,835 139,636 (20,802) 1,490 743 - - - - 246,902
------------------- ------------------- ------------------- ------------------- ------------------- ------------------- ------------------- ------------------- ------------------- -------------------

OTHER FINANCING SOURCES (USES):
Transfers in - 190,648 20,802 - - - - - - 211,450

Transfers out (190,648) - - - - - - - - (190,648)
------------------ ------------------ ------------------ ------------------ ------------------ ------------------ ------------------ ------------------ ------------------ ------------------

Total other financing sources (uses) (190,648) 190,648 20,802 - - - - - - 20,802
------------------- ------------------- ------------------- ------------------- ------------------- ------------------- ------------------- ------------------- ------------------- -------------------

Revenues and other sources over
expenditures and other (uses) (64,813) 330,284 - 1,490 743 - - - - 267,704

FUND BALANCES, Beginning of year 1,067,789 1,064,569 - 63,393 18,495 34,114 69,102 - - 2,317,462
------------------- ------------------- ------------------- ------------------- ------------------- ------------------- ------------------- ------------------- ------------------- -------------------

FUND BALANCES, End of year $1,002,976 $1,394,853 $ - $64,883 $19,238 $34,114 $69,102 $ - $ - $2,585,166
=========== =========== =========== =========== =========== =========== =========== =========== =========== ===========
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CITY OF HIGHLAND PARK, MICHIGAN

COMBINING BALANCE SHEET
FIDUCIARY FUNDS

AS OF JUNE 30, 2006

Trust Funds Agency Funds

General Police
Employees’ and Fire Total Fire 30

th
Total

Retirement Retirement Trust Current Insurance District Agency
System System Funds Tax Escrow Court Funds Total

ASSETS

ASSETS:
Cash and cash equivalents $147,568 $277,368 $424,936 $616,752 $190,680 $319,535 $1,126,967 $1,551,903
Investments 3,500,959 61,977 3,562,936 - - - - 3,562,936
Due from other funds - - - - 276,745 - 276,745 276,745
Prepaid items 30,454 49,720 80,174 - - - - 80,174

------------------ ------------------ ------------------ ------------------ ------------------ ------------------ ------------------ ------------------

TOTAL ASSETS $3,678,981 $389,065 $4,068,046 $616,752 $467,425 $319,535 $1,403,712 $5,471,758
========== ========== ========== ========== ========== ========== ========== ==========

LIABILITES AND FUND BALANCES

LIABILITIES:
Accounts payable $3,215 $19,950 $23,165 $ - $ - $ - $ - $23,165
Accrued liabilities - - - - - - - -
Due to other governments - - - 490,963 - 71,012 561,975 561,975
Due to TIFA - - - 11,261 - - 11,261 11,261
Due to other funds - - - 114,528 - 248,523 363,051 363,051
Deposits payable - - - - 467,425 - 467,425 467,425

------------------ ------------------ ------------------ ------------------ ------------------ ------------------ ------------------ ------------------
TOTAL LIABILITIES 3,215 19,950 23,165 616,752 467,425 319,535 1,403,712 1,426,877

------------------ ------------------ ------------------ ------------------ ------------------ ------------------ ------------------ ------------------
FUND BALANCES:

Reserved for employees’ retirement 3,675,766 369,115 4,044,881 - - - - 4,044,881
------------------ ------------------ ------------------ ------------------ ------------------ ------------------ ------------------ ------------------

TOTAL LIABILITES AND FUND BALANCES $3,678,981 $389,065 $4,068,046 $616,752 $467,425 $319,535 $1,403,712 $5,471,758
========== ========== ========== ========== ========== ========== ========== ==========



-36-

CITY OF HIGHLAND PARK, MICHIGAN

COMBINING STATEMENT OF NET ASSETS
AVAILABLE FOR RETIREMENT BENEFITS

AS OF JUNE 30, 2006

General Police
Employees’ and Fire
Retirement Retirement

System System Total

ASSETS:
Investments, at fair value -

Money market accounts $2,896,331 $61,977 $2,958,308
Cash surrender value of life insurance 604,628 - 604,628

------------------ ------------------ ------------------
Total investments 3,500,959 61,977 3,562,936

------------------ ------------------ ------------------

Cash and cash equivalents 147,568 277,368 424,936
Prepaid items 30,454 49,720 80,174

------------------ ------------------ ------------------

Total assets 3,678,981 389,065 4,068,046
------------------ ------------------ ------------------

LIABILITIES:
Accounts payable 3,215 19,950 23,165

------------------ ------------------ ------------------

Total liabilities 3,215 19,950 23,165
------------------ ------------------ ------------------

NET ASSETS HELD IN TRUST FOR BENEFITS $3,675,766 $369,115 $4,044,881
========== ========== ==========
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CITY OF HIGHLAND PARK, MICHIGAN

COMBINING STATEMENT OF CHANGES IN PLAN NET ASSETS

FOR THE YEAR ENDED JUNE 30, 2006

General Police
Employees’ and Fire
Retirement Retirement

System System Total

ADDITIONS:
Investment income -

Interest and dividends $155,898 $5,259 $161,157
Net appreciation in fair

value of investments 298,269 233 298,502
Less investment expense (500) - (500)

------------------ ------------------ ------------------
Total investment income 453,667 5,492 459,159

------------------ ------------------ ------------------

Contributions -
Employer 1,409 1,781,884 1,783,293
Employees 1,617 - 1,617

------------------ ------------------ ------------------
Total contributions 3,026 1,781,884 1,784,910

------------------ ------------------ ------------------

Total additions 456,693 1,787,376 2,244,069
------------------ ------------------ ------------------

DEDUCTIONS:
Pension benefits 1,501,563 1,216,475 2,718,038
Health care benefits, net 322,422 495,160 817,582
Administrative expenses 327 220 547

------------------ ------------------ ------------------

Total deductions 1,824,312 1,711,855 3,536,167
------------------ ------------------ ------------------

NET INCREASE (DECREASE) (1,367,619) 75,521 (1,292,098)

NET ASSETS HELD IN TRUST FOR BENEFITS:
Beginning of year – RESTATED – Note 4-H 5,043,385 293,594 5,336,979

------------------ ------------------ ------------------

End of year $3,675,766 $369,115 $4,044,881
=========== =========== ===========
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CITY OF HIGHLAND PARK, MICHIGAN

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

FOR THE YEAR ENDED JUNE 30, 2006

Federal Pass-Through
Federal Grantor/Pass-Through CFDA Entity Identifying Federal
Grantor/Program or Cluster Title Number Number Expenditures

U.S. Department of Housing and
Urban Development -

Community Development Block Grant

Pass-Through from:
Wayne County, Michigan

- 2001 Program Year * 14.218 n/a $ 84,640
- 2002 Program Year * 14.218 n/a 41,581
- 2005 Program Year * 14.218 n/a 147,513

----------------
Total U.S. Department Housing and Urban

Development 273,734

U.S. Department of Justice
Direct Programs:

Local Law Enforcement Block Grant Program
- 2002-LB-BX-3049 16.592 n/a 69,472
- 2003-LB-BX-2845 16.592 n/a 90,871
- 2004-LB-BX-1461 16.592 n/a 27,003

Weed and Seed Program 16.595 2001-WS-QW-0195 45,413
Community Oriented Policing Services Grant * 16.710 1999-SH-WX-0481 216,837

----------------

Total U.S. Department of Justice 449,596

Total Federal Awards $ 723,330
=========

* Major program
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CITY OF HIGHLAND PARK, MICHIGAN

NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

FOR THE YEAR ENDED JUNE 30, 2006

(1) GENERAL

The accompanying Schedule of Expenditures of Federal Awards presents the activity of federal
financial assistance programs of the City of Highland Park, Michigan (“the City”). Federal
financial assistance passed through other agencies is also included on this schedule.

(2) BASIS OF ACCOUNTING

The accompanying Schedule of Expenditures of Federal Awards is presented using the cash
basis of accounting. As a result, some the amounts presented in this Schedule may differ
from amounts presented in or used in the preparation of the basic financial statements.

(3) MAJOR PROGRAMS

Major programs have been determined in accordance with the requirements of OMB Circular A-
133, Audits of State, Local Governments, and Non-Profit Organizations.

(4) SUBRECIPIENTS

Included in the accompanying Schedule of Expenditures of Federal Awards are certain funds,
which were passed on to the following subrecipients:

Program Title
Federal CFDA

Number
Amounts Provided
to Sub-Recipients

U.S. Department of Justice –
Weed and Seed Program 16.595 $ 45,413



RANDY K. LANE, P.C.
CERTIFIED PUBLIC ACCOUNTANTS

719 GRISWOLD, SUITE 820
DETROIT, MICHIGAN 48226

TELEPHONE 313 961 1181 FACSIMILE 313 961 1182
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS

PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Emergency Financial Manager, Honorable Mayor
and Members of the City Council,
City of Highland Park, Michigan:

We have audited the financial statements of the CITY OF HIGHLAND PARK, MICHIGAN (“the City”) as of June
30, 2006, and have issued our report thereon dated December 20, 2006. In our report on the financial statements, we
expressed an adverse opinion on the financial because of the failure to: (1) adopt new financial reporting
requirements; (2) provide certain required disclosures and supplemental information; (3) properly classify certain
transactions; and (4) maintain complete and accurate accounting records. Our report on the financial statements also
included an explanatory paragraph describing conditions, discussed in Note 4-G to the financial statements, that
raised substantial doubt about the City’s ability to continue as a going concern. We conducted our audit in
accordance with U.S. generally accepted auditing standards and the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the City’s internal control over financial reporting in order to
determine our auditing procedures for the purpose of expressing our opinion on the financial statements and not to
provide assurance on the internal control over financial reporting. However, we noted certain matters involving the
internal control over financial reporting and its operation that we consider to be reportable conditions. Reportable
conditions involve matters coming to our attention relating to significant deficiencies in the design or operation of
the internal control over financial reporting that, in our judgment, could adversely affect the City’s ability to record,
process, summarize, and report financial data consistent with the assertions of management in the financial
statements. Reportable conditions are described in the accompanying schedule of findings and questioned costs as
item 2006-1.

A material weakness is a reportable condition in which the design or operation of one or more of the internal control
components does not reduce to a relatively low level the risk that misstatements caused by error or fraud in amounts
that would be material in relation to the financial statements being audited may occur and not be detected within a
timely period by employees in the normal course of performing their assigned functions. Our consideration of the
internal control over financial reporting would not necessarily disclose all matters in the internal control that might
be reportable conditions and, accordingly, would not necessarily disclose all reportable conditions that are also
considered to be material weaknesses. However, we consider item 2006-1, as referenced above, to be a material
weakness.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City’s financial statements are free of material
misstatement, we performed test of its compliance with certain provisions of laws, regulations, contracts, and grant
agreements, noncompliance with which could have a direct and material effect on the determination of financial
statement amounts. However, providing an opinion on compliance with those provisions was not an objective of our
audit and, accordingly, we do not express such an opinion. The results of our tests disclosed instances of
noncompliance and other matters that are required to be reported under Government Auditing Standards and which
are described in the accompanying schedule of findings and questioned costs as item 2006-1.

This report is intended for the information of the Emergency Financial Manager, management, federal awarding
agencies and pass-through entities. However, this report is a matter of public record and its distribution is not
limited.

December 20, 2006.



RANDY K. LANE, P.C.
CERTIFIED PUBLIC ACCOUNTANTS

719 GRISWOLD, SUITE 820
DETROIT, MICHIGAN 48226

TELEPHONE 313 961 1181 FACSIMILE 313 961 1182
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REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE
TO EACH MAJOR PROGRAM AND ON INTERNAL CONTROL OVER

COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

To the Emergency Financial Manager, Honorable Mayor
and Members of the City Council,
City of Highland Park, Michigan:

Compliance

We have audited the compliance of the CITY OF HIGHLAND PARK, MICHIGAN (“the City”) with the types of
compliance requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133
Compliance Supplement that are applicable to each of its major federal programs for the year ended June 30, 2006.
The City’s major federal programs are identified in the accompanying schedule of expenditures of federal awards
and in the summary of auditor’s results section of the accompanying schedule of findings and questioned costs.
Compliance with the requirements of laws, regulations, contracts and grants applicable to each of its major federal
programs is the responsibility of the City’s management. Our responsibility is to express an opinion on the City’s
compliance based on our audit.

We conducted our audit of compliance in accordance with U.S. generally accepted auditing standards; the standards
applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of the
United States; and OMB Circular A-133, “Audits of States, Local Governments, and Non-Profit Organizations.”
Those standards and OMB Circular A-133 require that we plan and perform the audit to obtain reasonable assurance
about whether noncompliance with types of compliance requirements referred to above that could have a direct and
material effect on a major federal program occurred. An audit includes examining on a test basis, evidence about
the City’s compliance with those requirements and performing such other procedures as we consider necessary in
the circumstances. We believe that our audit provides a reasonable basis for our opinion. Our audit does not
provide a legal determination on the City’s compliance with those requirements.

As described in item 2006-2 in the accompanying schedule of findings and questioned costs, the City did not comply
with its requirements to report its program income earned from its federal awards as outlined in section 5.01 of its
contract and reference to Reporting Program Income and Direct Benefit Activities, as described in section 8 of the
Wayne County CDBG Manual. Compliance with such requirements is necessary, in our opinion, for the City to
comply with requirements applicable to this major federal program.

In our opinion, except for the noncompliance described in the preceding paragraph, the City complied, in all
material respects, with the requirements referred to above that are applicable to its major federal programs for the
year ended June 30, 2006.
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Internal Control Over Compliance

The management of the City is responsible for establishing and maintaining effective internal control over
compliance with requirements of laws, regulations, contracts and grants applicable to federal programs. In planning
and performing our audit, we considered the City’s internal control over compliance with requirements that could
have a direct and material effect on a major federal program in order to determine our auditing procedures for the
purpose of expressing our opinion on compliance and to test and report on internal control over compliance in
accordance with OMB Circular A-133.

We noted certain matters involving the internal control over compliance and its operation that we consider to be
reportable conditions. Reportable conditions involve matters coming to our attention relating to significant
deficiencies in the design or operation of the internal control over compliance that, in our judgment, could adversely
affect the City’s ability to administer a major federal program in accordance with the applicable requirements of
laws, regulations, contracts and grants. Reportable conditions are described in the accompanying schedule of
findings and questioned costs as item 2006-2.

A material weakness is a condition in which the design or operation of one or more of the internal control
components does not reduce to a relatively low level the risk that noncompliance with applicable requirements of
laws, regulations, contracts and grants caused by error or fraud that would be material in relation to a major federal
program being audited may occur and not be detected within a timely period by employees in the normal course of
performing their assigned functions. Our consideration of the internal control over compliance would not
necessarily disclose all matters in the internal control that might be reportable conditions and, accordingly, would
not necessarily disclose all reportable conditions that are also considered to be material weaknesses. However, we
consider item 2006-2, as referenced above, to be a material weakness.

Schedule of Expenditures of Federal Awards

We have audited the financial statements of the City as of and for the year ended June 30, 2006, and have issued our
report thereon dated December 20, 2006. Our audit was performed for the purpose of forming opinion on the
financial statements of the City. The accompanying schedule of expenditures of federal awards is presented for
purposes of additional analysis as required by OMB Circular A-133 and is not a required part of the financial
statements. In our report on the financial statements, we expressed an adverse opinion on the financial because of
the failure to: (1) adopt new financial reporting requirements; (2) provide certain required disclosures and
supplemental information; (3) properly classify certain transactions; and (4) maintain complete and accurate
accounting records. Our report on the financial statements also included an explanatory paragraph describing
conditions, discussed in Note 4-G to the financial statements, that raised substantial doubt about the City’s ability to
continue as a going concern. For these reasons, we are unable to express an opinion on the accompanying schedule
of expenditures of federal awards.

This report is intended for the information and the Emergency Financial Manager, management, federal awarding
agencies and pass-through entities and is not intended to be and should not be used by anyone other than those
specified parties.

March 9, 2007.
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CITY OF HIGHLAND PARK, MICHIGAN

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE YEAR ENDED JUNE 30, 2006

SECTION I – SUMMARY OF AUDITORS’ RESULTS

Financial Statements

Type of Auditors’ report issued Adverse

Internal control over financial reporting:
Material weakness(es) identified? X yes no
Reportable conditions(s) identified not considered

to be material weaknesses yes X none reported

Noncompliance material to financial statements noted? X yes no

Federal Awards

Internal Control over major programs:
Material weakness(es) identified X yes no
Reportable conditions(s) identified not considered

to be material weaknesses yes X none reported

Type of auditors’ report issued on compliance for major
programs: Qualified

Any audit findings disclosed that are required to be
reported in accordance with OMB Circular A-133,
Section .510(a) X yes no

Identification of major programs:

CFDA Number Name of Federal Programs
14.218 Community Development Block Grant
16.710 Community Oriented Policing Services Grant

Dollar threshold used to distinguish between Type A and
Type B programs $300,000

Auditee qualified as low-risk auditee? yes X no
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CITY OF HIGHLAND PARK, MICHIGAN

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE YEAR ENDED JUNE 30, 2006
(Continued)

SECTION II - FINANCIAL STATEMENT FINDINGS

Reportable Conditions

2006-1 Adverse Opinion Factors

As described in detail in Note 1 to the financial statements, an adverse opinion was expressed
on the City’s financial statements due to a number of factors including the failure to adopt
required reporting standards, inaccurate or missing pension plan records, inadequate
pension plan disclosures in the financial statements, inappropriate fund liabilities, and
inadequate or incomplete accounting records to support fixed assets and accrued
compensated absences balances. In addition, in violation of State statues, the City has
recurring deficits in its General and Water & Sewer Funds.

While the conditions cited above generally originated prior to the appointment of either the
current or former Emergency Financial Manager, the persistence and propensity for
significant new issues to keep arising from the events of the past make it very difficult at this
time for the City to present financial statements, or to establish internal controls over financial
reporting, the will demonstrate compliance with the State statutes and generally accepted
accounting principles.

Given the nature and extent of the its problems, we offer no meaningful recommendations for
the City other than to encourage the leaders and citizens to work cooperatively in exploring
creative ways to grow the City’s revenues (e.g., increased Federal and State programs for
distressed urban cities) and to continue to reduce the City’s cost of operations (e.g., greater
citizen volunteerism).

Prior Year

See finding 2006-1 above; as this is a repeat finding from fiscal 2005.
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CITY OF HIGHLAND PARK, MICHIGAN

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE YEAR ENDED JUNE 30, 2006
(Continued)

SECTION III - FEDERAL AWARDS FINDINGS AND QUESTIONED COSTS

Current Year

2006-2 Program Income Reporting and Cash Management Practices

a.) Information on the federal
program:

Program Title - Community Development Block
Grant

CFDA - 14.218
Identifying Number - n/a

b.) Specific requirement: Report Program Income and Direct Benefit
Activities, as described in Section 8 of the Wayne
County CDBG Manual.

c.) Condition: The City generated program income during fiscal
2006 of approximately $1,700 in interest earnings
from approximately $78,300 of program Income
funds generated in prior years. The City did not
report such fund receipts as required by its
Contract for the program, and specifically the
procedures outlined in Appendix B of such
Contract. Additionally, the City failed to use such
funds held first, and prior to drawing funds under
this program in fiscal 2006.

d.) Questioned costs: Approximately $80,000.

e.) Context: Fiscal 2006 and prior program activities.

f.) Cause and effect; As a result of not reporting such program income,
City is in violation of its agreement with Wayne
County. And by not using the program income first,
the fiscal 2006 drawdowns are now questioned up
to the cash balances held during 2006.

g.) Recommendations: We recommend that the City properly discharge its
program reporting responsibilities as a grant
recipient, and obtain authorization from Wayne
County for the disposition of said program income.

h.) Views of responsible officials
and planned corrective actions:

We concur with the above finding. We will follow-
up with the grant recipient to obtain instructions on
how to resolve this finding.
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CITY OF HIGHLAND PARK, MICHIGAN

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE YEAR ENDED JUNE 30, 2006
(Continued)

Prior Year

2005-2 Grant Management

a.) Federal program identification: Program Title - Community Oriented Policing
Services Grant

CFDA - 16.710
Identifying Number - 1999-SH-WX-0481

b.) Specific requirement: Provide appropriate oversight and administration to
grants granted to subrecipients, ensuring funds are
used in manner consistent with the grant
agreement, for eligible and targeted benefactors.

c.) Condition: Due in part to the problems cited above in finding
2006-1 and the difficulties of operating an entity in
extreme financial crisis, the City generally
transferred the administration and oversight of its
major program to other community entities to
administer and operate without appropriate
subgrant agreements and without exercising its
responsibilities required of a pass-through entity,
including verification of subrecipient compliance
with program and audit requirements.

d.) Questioned costs: None.

e.) Context: Fiscal 2006 program activities.

f.) Cause and effect; Without proper administration and oversight, grant
agreements may not be complied with.

g.) Recommendations: It was recommended that the City properly
discharge its administrative duties and
responsibilities as a grant recipient, whether the
grants are operated internally or subcontracted.

h.) Status update: The City has effectively instituted processes,
procedures, and internal controls to provide the
necessary administration and oversight over this
program, by providing the services to run this
program with internal staffing.
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CITY OF HIGHLAND PARK, MICHIGAN

AUDITORS’ FACT SHEET

FOR THE YEAR ENDED JUNE 30, 2006

Auditor: Randy K. Lane, P.C.
Certified Public Accountants
719 Griswold, Suite 820
Detroit, Michigan 48226

Telephone: (313) 961-1181

Facsimile: (313) 961-1182

Email: rlane@lane-cpa.com

Federal ID: 30-0127880
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MANAGEMENT RECOMMENDATION MEMORANDUM

FOR THE YEAR ENDED JUNE 30, 2006



RANDY K. LANE, P.C.
CERTIFIED PUBLIC ACCOUNTANTS

719 GRISWOLD, SUITE 820
DETROIT, MICHIGAN 48226

TELEPHONE 313 961 1181 FACSIMILE 313 961 1182

To the Emergency Financial Manager, Honorable Mayor

and Members of the City Council,

City of Highland Park, Michigan:

We have audited the financial statements of the CITY OF HIGHLAND PARK, MICHIGAN (the
“City”), as of and for the year ended June 30, 2006, and have issued our report thereon dated

December 20, 2006. Professional standards require that we provide you with the following

information related to our audit.

Our Responsibility Under Auditing Standards Generally Accepted in the United States of

America and OMB Circular A-133

As stated in our engagement letter dated August 17, 2006, our responsibility, as described by

professional standards, is to plan and perform our audit to obtain reasonable, but not absolute,
assurance that the financial statements are free of material misstatement and are fairly presented

in accordance with accounting principles generally accepted in the United States of America.

Because an audit is designed to provide reasonable, but not absolute assurance and because we

did not perform a detailed examination of all transactions, there is a risk that material
misstatements may exist and not be detected by us.

In planning and performing our audit, we considered the City of Highland Park’s internal control
over financial reporting in order to determine our auditing procedures for the purpose of

expressing our opinion on the financial statements and not to provide assurance on the internal
control over financial reporting. We also considered internal control over compliance with

requirements that could have a direct and material effect on a major federal program in order to
determine our auditing procedures for the purpose of expressing our opinion on compliance and

to test and report on internal control over compliance in accordance with OMB Circular A-133.

As part of obtaining reasonable assurance about whether the City of Highland Park’s financial

statements are free of material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts and grants, noncompliance with which could have a

direct and material effect on the determination of financial statement amounts. However,

providing an opinion on compliance with those provisions was not an objective of our audit.

Also, in accordance with OMB Circular A-133, we examined, on a test basis, evidence about the
City of Highland Park’s compliance with types of compliance requirements described in the U.S.

Office of Management and Budget (OMB) Circular A-133 Compliance Supplement applicable to
each of its major federal programs for the purpose of expressing an opinion on the City of

Highland Park’s compliance with those requirements. While our audit provides a reasonable

basis for our opinion, it does not provide a legal determination on the City of Highland Park’s
compliance with those requirements.



City of Highland Park, Michigan

December 20, 2006

Page 2 of 3

Significant Accounting Policies

Management is responsible for the selection and use of appropriate accounting polices. In

accordance with the terms of our engagement letter, we advised management about the

appropriateness of accounting policies and their application. The significant accounting policies

used by the City are described in Note 1 to the financial statements. Taken as a whole, these
policies resulted in financial statements that, in our opinion, are not presented in accordance with

generally accepted accounting principles. However, we noted no transactions entered into by the
City during the year that were both significant and unusual, and of which, under professional

standards, we are required to inform you, or transactions for which there is a lack of authoritative
guidance or consensus.

Accounting Estimates

Accounting estimates are an integral part of the financial statements prepared by management
and are based on management’s knowledge and experience about past and current events and

assumptions about future events. Certain accounting estimates are particularly sensitive because
of their significance to the financial statements and because of the possibility that future events

affecting them may differ significantly from those expected. The most sensitive estimates
affection the financial statements were management’s estimates of claims, contingent liabilities,

accrued compensated absences, pension contributions and certain other liabilities. While certain
of these estimates were supported by third party experts, such as attorneys, uncertainty related to

these estimates prevented us from concluding that they were reasonable in relation to the City’s

financial statements taken as a whole.

Audit Adjustments

For the purposes of this letter, professional standards define an audit adjustment as a proposed

correction of the financial statements that, in our judgment, may not have been detected except

through our auditing procedures. An audit adjustment may or may not indicate matters that
could have a significant effect on the City’s financial reporting process (that is, cause future

financial statements to be materially misstated). In our judgment, except for the adjustments that

would be necessary to correct certain departures from generally accepted accounting principles

cited in our report on the financial statements if the underlying data were available, none of the

adjustments we proposed, whether recorded or unrecorded by the City, either individually or in
the aggregate, indicate matters that could have a significant effect on the City’s financial

reporting process.

Disagreements with Management

For the purposes of this letter, professional standards define a disagreement with management as

a matter, whether or not resolved to our satisfaction, concerning a financial accounting, reporting,
or auditing matter that could be significant to the financial statements or the auditor’s report. We

are pleased to report that no such disagreements arose during the conduct of our audit.



City of Highland Park, Michigan

December 20, 2006

Page 3 of 3

Consultations with Other Independent Accountants

In some cases, management may decide to consult with other accountants about auditing and

accounting matters, similar to obtaining a “second opinion” on certain situations. If a
consultation involves the application of an accounting principle to the governmental unit’s

financial statements or a determination of the type of auditor’s opinion that may be expressed on
those statements, our professional standards require the consulting accountant to check with us

to determine that the consultant has all the relevant facts. To our knowledge, there were no such

consultations with other accountants, except to the extent that the City has outsourced certain
financial personnel duties to one or more different CPA firms, and an individual from another

CPA firm has served on the City’s finance committee and advised the present Emergency

Financial Manager.

Issues Discussed Prior to Retention of Independent Auditors

We generally discussed a variety of matters, including the application of accounting principles

and auditing standards, with management prior to and after our selection as the City’s Auditors.

However, these discussions occurred in the normal course of our professional relationship and
our responses were not a condition to our retention.

Difficulties Encountered in Performing the Audit

We encountered no difficulties in dealing with management in performing our audit.

This letter and the accompanying memorandum is intended for the use of the Emergency

Financial Manager, management, federal awarding agencies and pass-through entities and is not

intended to be and should not be used by anyone other than those specified parties.

We wish to express our appreciation for the courtesies and cooperation extended to our
representatives during the course of our work. We would be pleased to discuss these

recommendations in greater detail or otherwise assist in their implementation.

Very truly yours,

Attachment
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Overall Impressions / Audit Opinion (Repeat from prior year’s Auditors)

With the extent of the City’s fiscal problems, past and present, generally there makes little sense

to spend time on less significant matters, when such a large number of most significant issues
affecting the City are present, including the going concerns of the City.

Notwithstanding our opening comment, overall, the accounting records and control of the City

assets for the year ended June 30, 2006 were in very good condition. This was generally true

except for the accounts dependent on prior year cumulative records, which were incomplete or
nonexistent. For example, the ability of management to properly accrue for compensated

absences, as required by generally accepted accounting principles, has been negatively impacted

by incomplete or nonexistent historical payroll records; as a result, management was placed in

the position estimating such liability that of which is unsupportable from an audit perspective.
This issue and various other instances contributed to our adverse opinion on the financial

statements.

The most significant issues impacting the City’s financial statements and the Independent

Auditors’ Opinions thereon are as follows:

1. Adopting GASB Statement No. 34.

2. Completing annual actuarial valuations for each of the defined benefit pension plans,
determining the applicable net pension obligations, properly recording those obligations

in accordance with generally accepted accounting principles, and making all of the

related required financial statement disclosures.

3. Auditing the financial statements of the Tax Increment Finance Authority.

4. Inventorying the City’s general fixed assets (or governmental capital assets) and
reasonably estimating the historical costs based on inflation-adjusted insurance

replacement costs.

5. Completing a similar physical inventory of proprietary fund capital assets.

6. Inadequate or incomplete accounting records to support estimated liabilities and

contingencies of the City.

Accordingly, as part of the overall recovery process, we recommend that actions be taken and

solutions implemented in order to present financial statements that conform to generally

accepted accounting principles.



MANAGEMENT RECOMMENDATION MEMORANDUM

For the Year Ended June 30, 2006
(Continued)
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Fund Deficits (Repeat from prior year)

The deficits in the General Fund and Water and Sewer Funds violate State statutes. Other

violations have been noted in our audit report and this memorandum. These matters call into

question the ability of the City to continue as a going concern. It continues to be an unfortunate

situation for the Citizens of the City of Highland Park, Michigan. However, other than to carry
forward this notice of violation and the need to clear such deficiencies, we can only encourage

continued persistence, patience, creativity, and cooperation with management as the stabilization

and recovery plan is executed.

Building Authority Debt Service Fund (Repeat from prior year)

Of a total fund balance of $1,384,212 in the Building Authority debt service fund, $1,200,021 is
reserved for repair and maintenance, which is inconsistent with the purpose of debt service

funds. Accordingly, these assets should be accounted for in a special revenue or capital projects
fund.

Special Revenue Fund Budgets (Repeat from prior year)

The City did not adopt any budget appropriations for its special revenue funds, as required

under State of Michigan statues. Accordingly, such budgets should be adopted and enforced in

all future fiscal years.

Claims and Contingency Reserves

During the course of our examination, we noted that the City does maintain a summary of legal
claims against the City and other contingencies that may affect the City’s financial position and

operations. We recommend that such a database be maintained. Data we suggest be maintained

would include a description of the matter; responsible City personnel or contracted firm and/or

individuals; the range of exposure to the City; and the estimated timing of payment. This data

base should be updated periodically, but we suggest no less than on a monthly basis.

* * * * *
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